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Today’s AgendaToday’s Agenda

• Demonstrate a tool that helps you estimate the total cost of 
diseases

• Explain why we have expanded our thinking

• Provide an alternative approach where health is a human 
capital asset
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Tool Demo

http://blueprint.acoem.org
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What interferes with productivity?What interferes with productivity?

2007 Health as Human Capital Survey

18% 5% 2%

0% 5% 10% 15% 20% 25% 30%

Personal health
problems

Sometimes
Frequently
All the time

Sample of 1800 Workers across the U.S.
Asked “In the past month, how often did the 
following affect your productivity?”

25%
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What interferes with productivity?What interferes with productivity?
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Human Capital

The potential value an individual or group of 
individuals brings to an organization.  

That Human Capital is a function of:

– Skills             education and experience
– Motivation    attitude and incentives
– Health physical and mental capacity

Skills

Motivation
(Attitude/Incentives)

Health 
(mental/physical)

DefinitionDefinition
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skills
motivation

health

A Day’s Work for a Day’s PayA Day’s Work for a Day’s Pay

Rewards
Performance

Human Capital PackageCompensation
Wages
Opportunity
Rewards
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The Aligned Incentive HierarchyThe Aligned Incentive Hierarchy

Setting a 
context for 
achieving 

better health 
and lower 

health benefits 
consumption



© 2007 HHCF  All rights reserved 9



© 2007 HHCF  All rights reserved 10

The Aligned Incentive HierarchyThe Aligned Incentive Hierarchy

Asking an employee 
to take greater 

responsibility for 
health and health 
care consumption 
requires reliable 

evidence that both 
the employee and 
employer will gain 

from prudent 
consumption  
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Four Types of SpendingFour Types of Spending

Spend less
and

get more

Get more
Neither.

Depends on
other motives

Spend lessYour Money

Someone
Else’s Money

Spend on you
Spend on 

Someone else

Whose Money?

Spent on Whom?

Milton Friedman. Free to Choose
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Rand Health Insurance ExperimentRand Health Insurance Experiment

Health Care Utilization by Level of Co-Insurance
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J. P. Newhouse’s  Free for all? Lessons from the RAND Health Insurance Experiment.  
Cambridge, Mass.:  Harvard University Press, 1993.  

www.hhcf.blogspot.com. 2005
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HCMSGroup, 2005, used with permission

Impact of Changes in Healthcare 
Coinsurance 
on Cost Migration to Workers' Compensation

Impact of Changes in Healthcare 
Coinsurance 
on Cost Migration to Workers' Compensation
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Four Types of SpendingFour Types of Spending

Spend less
and

get more

Get more
Neither.

Depends on
other motives

Spend lessYour Money

Someone
Else’s Money

Spend on you
Spend on 

Someone else

Whose Money?

Spent on Whom?

Milton Friedman. Free to Choose

Employer/Insurer

Employees Providers

Employee
Pre-deductible
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Correlation between more spending
and other outcomes
Correlation between more spending
and other outcomes

Percent of Members Hospitalized by
Type of Plan
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J. P. Newhouse’s  Free for all? Lessons from the RAND Health Insurance Experiment.  
Cambridge, Mass.:  Harvard University Press, 1993.  

www.hhcf.blogspot.com. 2005
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The Aligned Incentive HierarchyThe Aligned Incentive Hierarchy

Are there 
reliable,
visible, 

tangible,
meaningful

rewards
for this?
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Exchange….
Good Management = Lower Co-payments
Exchange….
Good Management = Lower Co-payments

Example:  The Asheville Project

As long as patient 
participates

in counseling and 
testing

Employer provides 
medication and 

supplies at no or low 
cost

Better
Outcomes

& 
Lower
Overall
Costs
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The Aligned Incentive HierarchyThe Aligned Incentive Hierarchy
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Nothing so needs reforming as other people's habits.

-- Mark Twain
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Percent of Female Employees Aged 18- 50 
Having a Pap Smear by Salary and 
Cost-share Level

Percent of Female Employees Aged 18- 50 
Having a Pap Smear by Salary and 
Cost-share Level
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www.hhcf.blogspot.com. 2005HCMSGroup, 2005, used with permission
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The Aligned Incentive HierarchyThe Aligned Incentive Hierarchy

Are there 
reliable,
visible, 

tangible,
meaningful

rewards
for this?

Foundation 
for top-line
behaviors
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Directional Pull on Absence BehaviorDirectional Pull on Absence Behavior

More
Absence

Lose income
Disappoint boss and coworkers
Limited days – may need it later
Miss an important opportunity
Create more work later
Lower job security

Leisure
Comfort

Recovery
Accomplish other goals

Attend to other issues
Avoid a conflict at work

Less
Absence

Lynch, et al. www.hhcfoundation.org

Costs

Benefits
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Percent of Age Groups Having Medical 
Costs Above and Below $1,000
Percent of Age Groups Having Medical 
Costs Above and Below $1,000

www.hhcf.blogspot.com.  2005
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Percent of Age Groups Having Medical 
Costs Above and Below $1,000
Percent of Age Groups Having Medical 
Costs Above and Below $1,000

www.hhcf.blogspot.com.  2005
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Projected Rate of STD by Percent Salary Replacement
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Health as Human Capital Research Group, 
2005, used with permission
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25-50%

>75%
50-75%

Days since start of claim
X X

Salary reimbursement levels affect 
duration of disability claims
Salary reimbursement levels affect 
duration of disability claims

HCMS Group 2006, Used with permissionHCMS Group 2006, Used with permission

Fraction of 
people

remaining 
on disability

Amount of 
salary

paid during 
disability
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Lost Time Patterns For Individuals 
Continuously Employed, Versus Newly 
Hired And Soon To Terminate

Lost Time Patterns For Individuals 
Continuously Employed, Versus Newly 
Hired And Soon To Terminate
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Reimbursing Employees for Unused 
Sick Leave
Reimbursing Employees for Unused 
Sick Leave
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Hours absent

A five-year study of a positive incentive absence control program
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The Aligned Incentive HierarchyThe Aligned Incentive Hierarchy

Are there 
reliable,
visible, 

tangible,
meaningful

rewards
for this?
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Lazear. The American Economic Review. 2000. Vol 90. No. 5.

Average
Productivity

Increase
Per Worker

Average 
Pay

Increase

44%

10%

Max=28%

21%

9%

Overall
Turnover

Rate

Turnover
Rate

Top 20%
Workers

Changes in output from hourly to
piece rate for 3,000 windshield

installers

After a switch to P4P….After a switch to P4P….
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The Aligned Incentive HierarchyThe Aligned Incentive Hierarchy

Asking an employee 
to take greater 

responsibility for 
health and health 
care consumption 
requires reliable 

evidence that both 
the employee and 
employer will gain 

from prudent 
consumption  
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Performance and Voluntary TurnoverPerformance and Voluntary Turnover
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Trevor, Charlie O.; Gerhart, Barry; Boudreau, John W.
Journal of Applied Psychology. 1997 Feb Vol 82(1) 44-61 
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Mitigating Turnover with Salary 
Growth
Mitigating Turnover with Salary 
Growth
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High salary 
growth retains 

high performers 
much more than
low performers
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What makes health important?What makes health important?
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What makes health important?What makes health important?

Correlates of health importance:

– Being older
– Working for smaller companies
– NOT having more benefits

– Being higher paid
– Aspects of variable pay
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What Makes Health More Important?
Variable Pay
What Makes Health More Important?
Variable Pay
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What Makes Health More Important?
Clear guidelines about bonuses
What Makes Health More Important?
Clear guidelines about bonuses
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The Aligned Incentive HierarchyThe Aligned Incentive Hierarchy

Asking an employee 
to take greater 

responsibility for 
health and health 
care consumption 
requires reliable 

evidence that both 
the employee and 
employer will gain 

from prudent 
consumption  
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www.hhcfoundation.org

www.hhcf.blogspot.com


